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Prepared by the AICPA Auditing Standards Board 
For comment from persons interested in auditing and reporting 
Comments should be received by February 2, 1981, and addressed to 
AICPA Auditing Standards Division, File 5000 
AICPA, 1211 Avenue of the Americas, New York, N.Y. 10036 
American Institute of Certified Public Accountants 
1211 Avenue of the Americas, New York, New York 10036 (212) 575-6200 
October 31, 1980 
An exposure draft of a proposed Statement on Auditing Standards (SAS) entitled 
Audit Sampling accompanies this letter. 
The proposed SAS provides guidance on the use of sampling in an audit of 
financial statements. The Statement includes guidance for planning, 
performing, and evaluating the two general approaches to audit sampling: 
nonstatistical and statistical. The proposed SAS recognizes that the auditor 
often is aware of information that allows him to concentrate his effort on 
account balances and transactions that may be more likely to contain errors 
or irregularities. The auditor considers this knowledge in planning his 
procedures. However, there are generally other account balances and 
transactions, potentially material to the financial statements, about which 
the auditor has no special knowledge. The guidance in this proposed SAS should 
be especially helpful to the auditor who is planning procedures to test these 
balances and transactions. 
The proposed SAS would supersede SAS No. 1, sections 320A and 320B. It 
incorporates guidance presently included in current professional standards 
and adds several specific points: 
• The concept that some items exist for which, in the auditor's judgment, 
acceptance of some sampling risk is not justified, and which should be 
examined 100 percent. 
• The suggestion that the efficiency of a sample may be improved by separating 
items subject to sampling into relatively homogeneous groups based on some 
characteristic. 
• A requirement that the auditor select a sample that he believes is 
representative of the items comprising the pertinent account balance or 
class of transactions. 
• A requirement that the auditor consider unexamined items in order to 
determine their effect on his evaluation of the sample. 
• A requirement that the auditor project his evaluation of the sample to the 
account balance or class of transactions from which he selected the sample. 
• A requirement that the auditor consider, in the aggregate, projected error 
results for all audit sampling applications and all known errors from 
nonsampling applications when he evaluates whether the financial statements 
taken as a whole may be materially misstated. 
Comments or suggestions on any aspect of the exposure draft will be 
appreciated. The AICPA Auditing Standards Board's consideration of responses 
will be helped if comments refer to a specific paragraph, explain the 
problem, and include supporting reasons for the suggestions or comments. 
AICPA 
In developing guidance, the AICPA Auditing Standards Board considers the 
relationship between the cost imposed and the benefits reasonably expected to 
be derived from services rendered by accountants. It also considers 
differences that may be encountered in rendering such services to small 
organizations and, when appropriate, makes special provisions to meet those 
needs. Thus, the board would particularly appreciate comments on those matters. 
Responses should be addressed to the AICPA Auditing Standards Division, File 
5000, in time to be received by February 2, 1981. Written comments on the 
exposure draft will become part of the public record of the AICPA Auditing 
Standards Division and will be available for public inspection at the offices 
of the American Institute of Certified Public Accountants after February 2, 
1981, for one year. 
Sincerely, 
/ 
James J . Le i senr ing , Chairman 
A u d i t i n g Standards Board 
D. R. Carmichael, Vice Pres iden t 
Audit ing 
This exposure draft has been sent to 
• practice offices of CPA firms 
• members of AICPA Council and technical committee 
chairmen 
• state society and chapter presidents, directors, and 
committee chairmen 
• organizations concerned with regulatory, supervisory, or 
other public disclosure of financial activities 
• persons who have requested copies 
PROPOSED STATEMENT ON AUDITING STANDARDS 
AUDIT SAMPLING 
(Supersedes Statement on Auditing Standards No. I , sections 320A, "Relationship of Statistical Sampling to 
Generally Accepted Auditing Standards," and 320B, "Precision and Reliability far Statistical Sampling in Auditing.") 
INTRODUCTION 
1. This statement provides guid-
ance on the use of sampling in an 
examination of financial statements 
in accordance with generally ac-
cepted auditing standards. Audit 
sampling is the application of an 
audit procedure to less than 100 
percent of the items within an ac-
count balance or class of transac-
tions for the purpose of evaluating 
some characteristic of the balance 
or class. This statement provides 
guidance for planning, performing, 
and evaluating audit samples. 
2. The third standard of field 
work states, "Sufficient competent 
evidential matter is to be obtained 
through inspection, observation, in-
quiries, and confirmations to afford 
a reasonable basis for an opinion 
regarding the financial statements 
under examination." 
3. The sufficiency of evidential 
matter is related to the design and 
size of an audit sample, among 
other factors. There are two gen-
eral approaches to audit sampling: 
nonstatistical and statistical. Either 
approach, when properly applied, 
can provide sufficient evidential 
matter. Both approaches require 
that the auditor use professional 
judgment in planning, performing, 
and evaluating a sample and in 
relating the evidential matter pro-
duced by the sample to other evi-
dential matter when forming a con-
clusion about the related account 
balance or class of transactions. The 
guidance in this SAS applies 
equally to nonstatistical and sta-
tistical sampling. 
4. The size of a sample neces-
sary to provide sufficient evidential 
matter depends on both the ob-
jectives and the efficiency of the 
sample. For a given objective, the 
efficiency of the sample relates to 
its design; one sample is more effi-
cient than another if it can achieve 
the same objectives with a smaller 
sample size. In general, careful de-
sign can produce more efficient 
samples. 
5. Statistical sampling helps the 
auditor (a) to design an efficient 
sample, (b) to measure the suffi-
ciency of the evidential matter ob-
tained, and (c) to evaluate the 
sample results. However, statistical 
sampling involves the additional 
costs of training auditors and de-
signing individual samples to meet 
the statistical requirements. Be-
cause either nonstatistical or statis-
tical sampling can provide suffi-
cient evidential matter, the auditor 
chooses between them after con-
sidering their relative cost and 
effectiveness in the circumstances. 
6. The competence of evidential 
matter is solely a matter of auditing 
judgment and is not comprehended 
in the design and evaluation of an 
audit sample. In a strict sense, the 
sample evaluation relates only to 
the likelihood that existing mone-
tary errors or deviations from pre-
scribed procedures are proportion-
ately included in the sample, not 
to the auditor's treatment of such 
items. Consequently, the choice of 
nonstatistical or statistical sampling 
does not directly affect the audi-
tor's decisions about the auditing 
procedures to be performed, the 
competence of the evidential mat-
ter obtained with respect to indi-
vidual items in the sample, or the 
actions that might be taken in the 
light of the nature and cause of 
particular errors. 
UNCERTAINTY AND AUDIT 
SAMPLING 
7. Some degree of uncertainty 
is implicit in the concept of "a 
reasonable basis for an opinion" 
referred to in the third standard of 
field work. The justification for ac-
cepting some uncertainty arises 
from the relationship between such 
factors as the cost and time re-
quired to test all of the data and 
the adverse consequences of pos-
sible erroneous decisions based on 
the conclusions resulting from ex-
amining only a sample of the data. 
If these factors do not justify the 
acceptance of some uncertainty, 
the only alternative is to test all 
of the data. Since this is seldom 
the case, the basic concept of sam-
pling is well established in audit-
ing practice. 
8. For purposes of this state-
ment, the uncertainty inherent in 
performing auditing procedures 
will be referred to as ultimate risk. 
Ultimate risk is a combination of 
the risk that material errors will 
occur in the accounting process 
used to develop the financial state-
ments and the risk that any ma-
terial errors that occur will not be 
detected by the auditor. The risk of 
these adverse events occurring 
jointly can be viewed as the prod-
uct of the respective individual 
risks. The auditor relies on internal 
accounting control to reduce the 
first risk and on substantive tests 
(tests of details of transactions and 
balances and analytical review pro-
cedures) to reduce the second risk. 
9. Ultimate risk includes both 
uncertainties due to sampling and 
uncertainties due to factors other 
than sampling. These aspects of 
ultimate risk are sampling risk and 
nonsampling risk, respectively. 
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10. Sampling risk arises from 
the possibility that, when a com-
pliance or a substantive test is re-
stricted to a sample of balances or 
transactions, the auditor's conclu-
sions about the account balance or 
class of transactions may be dif-
ferent from the conclusions he 
would reach if the test were ap-
plied in the same way to all items 
in the account balance or class of 
transactions. That is, a particular 
sample may contain proportionately 
more or less monetary errors or 
compliance deviations than exist in 
the balance or class as a whole. 
For a sample of a specific design, 
sampling risk varies inversely with 
sample size: the smaller the sample 
size, the greater the sampling risk. 
11. Nonsampling risk includes 
all the aspects of ultimate risk that 
are not due to sampling. An audi-
tor may apply a procedure to all 
transactions or balances and still 
fail to detect a material misstate-
ment or a material internal ac-
counting control weakness. Non-
sampling risk includes the possi-
bility of selecting audit procedures 
that are not appropriate to achieve 
the specific objective. For example, 
confirming recorded receivables 
cannot be relied on to reveal un-
recorded receivables. Nonsampling 
risk also arises because the auditor 
may fail to recognize errors in-
cluded in documents that he ex-
amines, which would make that 
procedure ineffective even if he 
examines all items. The risk of 
nonsampling error can be reduced 
to a negligible level through such 
factors as adequate planning and 
supervision (see SAS No. 22, Plan-
ning and Supervision) and proper 
conduct of a firm's audit practice 
(see SAS No. 25, The Relationship 
of Generally Accepted Auditing 
Standards to Quality Control Stand-
ards). 
Sampling Risk 
12. The auditor should consider 
sampling risk whether nonstatistical 
or statistical sampling is used, and 
he should apply professional judg-
ment to assess this risk. In statisti-
cal sampling, the factors related 
to such a judgment are necessarily 
expressed explicitly to use statistical 
theory to estimate sampling risk 
and to confine it to limits that the 
auditor considers acceptable. 
13. The auditor is concerned 
with two aspects of sampling risk 
in performing substantive tests of 
details: 
• The risk of incorrect acceptance 
is the risk that the sample sup-
ports the conclusion that the 
recorded account balance is not 
materially misstated when it is 
materially misstated. 
• The risk of incorrect rejection 
is the risk that the sample sup-
ports the conclusion that the 
recorded account balance is ma-
terially misstated when it is not. 
The auditor is also concerned with 
two aspects of sampling risk in per-
forming compliance tests of inter-
nal accounting control: 
• The risk of overreliance on in-
ternal accounting control is the 
risk that the sample supports the 
auditor's planned degree of reli-
ance on the control when the 
true compliance rate does not 
justify such reliance. 
• The risk of underreliance on in-
ternal accounting control is the 
risk that the sample does not 
support the auditor's planned 
degree of reliance on the con-
trol when the true compliance 
rate supports such reliance. 
14. The risk of incorrect rejec-
tion and the risk of underreliance 
on internal accounting control re-
late to the efficiency of the audit. 
For example, if the auditor's evalu-
ation of an audit sample leads him 
to the initial erroneous conclusion 
that a balance is materially mis-
stated when it is not, the perform-
ance of additional audit procedures 
and consideration of other audit 
evidence would ordinarily lead the 
auditor to the correct conclusion. 
Similarly, if the auditor's evalua-
tion of a sample leads him to un-
necessarily reduce his planned de-
gree of reliance on internal ac-
counting control, he may increase 
the scope of substantive tests to 
compensate for the perceived in-
ability to rely on internal account-
ing control to the extent originally 
planned. Although the audit may 
be less efficient in these circum-
stances, the audit is, nevertheless, 
effective. 
15. The risk of incorrect accept-
ance and the risk of overreliance on 
internal accounting control relate 
to the effectiveness of an audit in 
detecting an existing material mis-
statement. These risks are dis-
cussed in the following paragraphs. 
SAMPLING IN SUBSTANTIVE 
TESTS OF DETAILS 
Planning Samples 
16. Planning involves develop-
ing a strategy for conducting an 
audit of financial statements. For 
general guidance on planning, see 
SAS No. 22, Planning and Super-
vision. 
17. When planning a particular 
sample for a substantive test of de-
tails, the auditor should consider 
• The relationship of the sample 
to the relevant audit objective 
(see SAS No. 31, Evidential 
Matter). 
• Preliminary estimates of ma-
teriality levels. 
• The auditor's allowable risk of 
incorrect acceptance. 
• Characteristics of items com-
prising the account balance or 
class of transactions to be sam-
pled. 
18. When planning a particular 
sample, the auditor should consider 
the specific audit objective to be 
achieved and should determine 
that the audit procedure to be 
applied will achieve that objective. 
Evaluation in monetary terms of 
the results of a sample for a sub-
stantive audit test of details con-
tributes directly to the auditor's 
purpose, since such an evaluation 
can be related to his judgment of 
the monetary amount of errors that 
would be material. 
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19. The population consists of 
the items comprising the account 
balance or class of transactions of 
interest. The auditor should deter-
mine that the population from 
which he draws the sample is ap-
propriate for the specific audit ob-
jective. For example, an auditor 
would not be able to detect under-
statements of an account due to 
omitted items by sampling the re-
corded items. An appropriate plan 
for detecting such understatements 
would involve selecting from a 
source in which the omitted items 
are included. To illustrate: Sub-
sequent cash disbursements might 
be sampled to test recorded ac-
counts payable for understatement 
due to omitted purchases, or ship-
ping documents might be sampled 
for understatement of sales due to 
shipments made but not recorded 
as sales. 
20. When planning a sample for 
a substantive test of details, the 
auditor should consider how much 
monetary error in the related ac-
count balance or class of transac-
tions may exist without causing the 
financial statements to be mate-
rially misstated. This maximum 
monetary error for the balance or 
class is called tolerable error for 
the sample. Tolerable error is a 
planning concept and is related to 
the auditor's preliminary estimates 
of materiality. 
21. The second standard of field 
work states, "There is to be a 
proper study and evaluation of the 
existing internal control as a basis 
for reliance thereon and for the 
determination of the resultant ex-
tent of the tests to which auditing 
procedures are to be restricted." 
22. The second standard of field 
work recognizes that the extent of 
substantive tests required to obtain 
sufficient evidential matter under 
the third standard should vary in-
versely with the auditor's reliance 
on internal accounting control. 
These standards taken together 
imply that the combination of the 
auditor's reliance on internal ac-
counting control and his reliance 
on his substantive tests should pro-
vide a reasonable basis for his 
opinion, although the portion of 
reliance derived from the respec-
tive sources may vary. The greater 
the reliance on internal accounting 
control or on other substantive 
tests directed toward the same spe-
cific audit objective, the greater the 
allowable risk of incorrect accept-
ance for the substantive test of de-
tails being planned and, thus, the 
smaller the required sample size 
for the substantive test of details. 
For example, if the auditor relies 
neither on internal accounting con-
trol nor on other substantive tests 
directed toward the same specific 
audit objective, he should specify 
a low risk of incorrect acceptance 
for the substantive test of details. 
Thus, the auditor would select a 
larger sample for the test of de-
tails than if he specified a higher 
risk of incorrect acceptance. Under 
such circumstances, the auditor ap-
plying statistical sampling might 
specify, for example, a 5 percent 
risk of incorrect acceptance for the 
substantive test of details.1 
23. The Appendix illustrates how 
the auditor may relate the risk 
of incorrect acceptance for a par-
ticular substantive test of details 
to his evaluations of both the in-
ternal accounting control system 
and the effectiveness of any other 
substantive tests related to the same 
specific audit objective. 
24. As discussed in SAS No. 1, 
section 150.04, the sufficiency of 
tests of details for a particular ac-
count balance or class of transac-
tions is related to the individual 
importance of the items examined, 
as well as to the potential for ma-
terial error. When planning a 
sample for a substantive test of de-
tails, the auditor uses his judgment 
to determine which items, if any, 
in an account balance or transac-
tion class should be individually 
tested and which items should be 
subject to sampling. For those 
1
 Risk levels used in sampling applications 
in other fields are not necessarily rele-
vant in determining appropriate levels 
for applications in auditing because an 
audit includes many interrelated tests 
and sources of evidence. 
items for which, in the auditor's 
judgment, acceptance of some sam-
pling risk is not justified, the audi-
tor should test each item. For ex-
ample, these may include items for 
which potential errors could indi-
vidually equal or exceed the toler-
able error. Any items that the audi-
tor has decided to test 100 percent 
are not part of the items subject 
to sampling. Other items, which 
in the auditor's judgment need to 
be tested to fulfill the audit ob-
jective but need not be examined 
100 percent, would be subject to 
sampling. 
25. The auditor may be able to 
reduce the required sample size by 
separating items subject to sam-
pling into relatively homogeneous 
groups on the basis of some char-
acteristic related to the specific 
audit objective. For example, com-
mon bases for such groupings are 
the recorded or book value of the 
items, the nature of internal ac-
counting control related to process-
ing the items, and special consider-
ations associated with certain items. 
An appropriate number of items is 
then selected from each group. 
26. To determine the number of 
items to be selected in a sample 
for a particular substantive test of 
details, the auditor should consider 
the tolerable error, the allowable 
risk of incorrect acceptance, and 
the characteristics of the popula-
tion. An auditor using nonstatisti-
cal or statistical sampling applies 
professional judgment to relate 
these factors in determining the 
appropriate sample size. For statis-
tical sampling, the auditor uses 
statistical theory to assist him in 
relating these factors. The Appen-
dix illustrates the effect of these 
factors on sample size whether non-
statistical or statistical sampling is 
used. 
Sample Selection 
27. Sample items should be se-
lected in such a way that the 
sample can be expected to be rep-
resentative of the population. There-
fore, all items in the population 
should have an opportunity to be 
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selected. For example, random-
based selection of items represents 
one means of obtaining such sam-
ples.2 
Performance and Evaluation 
28. Auditing procedures that 
are appropriate to the particular 
audit objective should be applied 
to each sample item. In some cir-
cumstances the auditor may not be 
able to apply the planned audit 
procedures to selected sample 
items. The auditor's treatment of 
unexamined items will depend on 
their effect on his evaluation of the 
sample. If the auditor's evaluation 
of the sample results would not be 
altered by considering those un-
examined items to be in error, it 
is not necessary to examine the 
items. However, if considering 
those unexamined items to be in 
error would lead to a conclusion 
that the balance or class is mate-
rially in error, the auditor should 
consider alternative procedures 
that would provide him with suffi-
cient evidence to form a conclu-
sion. The auditor should also con-
sider the reasons for his inability 
to examine the items. He may be 
unable to apply planned proce-
dures to certain items because, for 
example, supporting documenta-
tion may be missing or manage-
ment may request that certain lo-
cations not be visited. The auditor 
should also consider the implica-
tions of this limitation in relation 
to his planned reliance on internal 
accounting control, his degree of 
reliance on management repre-
sentations, and the possible effect 
on his report. 
29. The auditor should project 
the error results of the sample to 
the items from which the sample 
was selected and should add that 
amount to the errors discovered in 
Random-based selection includes, for 
example, random sampling, stratified 
random sampling, sampling with proba-
bility proportional to size, and syste-
matic sampling with one or more ran-
dom starts. 
any items examined 100 percent.3 
This total projected error should be 
compared with the tolerable error 
for the account balance or class 
of transactions, and appropriate 
consideration should be given to 
possible sampling risk. If the total 
projected error is less than toler-
able error for the account balance 
or class of transactions, the auditor 
should consider the risk that such 
a result might be obtained even 
though monetary error for the pop-
ulation exceeds tolerable error. For 
example, if the tolerable error in 
an account balance of $1 million 
is $50,000 and the total projected 
error based on an appropriate sam-
ple (see paragraph 26) is $10,000, 
he may be reasonably assured that 
there is an acceptably low sampling 
risk that monetary error for the 
population exceeds tolerable error. 
On the other hand, if the total pro-
jected error is close to (or even 
exceeds) the tolerable error, the 
auditor may conclude that there 
is an unacceptably high risk that 
the actual errors in the population 
exceed the tolerable error. An audi-
tor who uses nonstatistical or sta-
tistical sampling uses professional 
judgment in making such an evalu-
ation. For statistical sampling, the 
auditor uses statistical theory to 
assist him in making that judgment. 
30. In addition to the evaluation 
of the frequency and amounts of 
monetary misstatements, considera-
tion should be given to the qualita-
tive aspects of the errors. These 
include (a) the nature and cause 
of misstatements, such as whether 
they are differences in principle or 
in application, are errors or irregu-
larities, or are due to misunder-
standing of instructions or to care-
lessness, and (b) the possible rela-
tionship of the misstatements to 
other phases of the audit. The dis-
covery of an irregularity ordinarily 
requires a broader consideration of 
possible implications than does the 
discovery of an error. 
3
 If the auditor has separated the items 
subject to sampling into relatively homo-
geneous groups (see paragraph 25) , he 
separately projects the error results of 
each group and sums them. 
31. If the sample results suggest 
that the auditor's planning assump-
tions were in error, he should take 
appropriate action. For example, if 
monetary errors are discovered in a 
substantive test of details in 
amounts or frequency that is 
greater than that implied by the 
degree of reliance initially placed 
on internal accounting control, the 
auditor should alter his preliminary 
evaluation of the internal account-
ing control system. The auditor 
should also consider whether to 
modify the audit tests of other ac-
counts that were designed with 
reliance being placed on those in-
ternal accounting controls. For ex-
ample, a large number of errors 
discovered in confirmation of re-
ceivables may indicate the need to 
reconsider the initial evaluation of 
the reliance to be placed on inter-
nal accounting control for purposes 
of designing audit tests of sales or 
cash receipts. 
32. The auditor should relate 
the evaluation of the sample to 
other relevant audit evidence when 
forming a conclusion about the re-
lated account balance or class of 
transactions. 
33. Projected error results for all 
audit sampling applications and all 
known errors from nonsampling ap-
plications should be considered in 
the aggregate when the auditor 
evaluates whether the financial 
statements taken as a whole may 
be materially misstated. 
SAMPLING IN COMPLIANCE 
TESTS OF INTERNAL 
ACCOUNTING CONTROLS 
Planning Samples 
34. When planning a particular 
audit sample for a compliance test, 
the auditor should consider 
• The relationship of the sample 
to the objective of the compli-
ance test. 
• The maximum rate of deviations 
from prescribed control proce-
dures that would support his 
planned reliance. 
• The auditor's allowable risk of 
overreliance. 
2 
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• Characteristics of items compris-
ing the account balance or class 
of transactions to be sampled. 
35. Sampling generally is not 
applicable to tests of compliance 
with internal accounting control 
procedures that depend primarily 
on appropriate segregation of 
duties or that otherwise provide no 
documentary evidence of perform-
ance (see SAS No. 1, section 
320.59). When designing samples 
for the purpose of testing compli-
ance with internal accounting con-
trol procedures that leave an audit 
trail of documentary evidence, the 
auditor ordinarily should plan to 
evaluate compliance in terms of 
deviations from, or compliance 
with, pertinent control procedures, 
as to either the rate of such devia-
tions or the monetary amount of 
the related transactions.4 In this 
context, pertinent control proce-
dures are ones that, had they not 
been included in the design of the 
system, would have adversely af-
fected the auditor's preliminary 
evaluation of the system. The audi-
tor's overall evaluation of controls 
for a particular purpose involves 
combining judgments about the 
prescribed controls, the sample re-
sults of compliance tests, and the 
results of observation and inquiry 
about controls not leaving an audit 
trail of documentary evidence. 
36. The auditor should assess 
the maximum rate of deviations 
from a prescribed control proce-
dure that he would be willing to 
accept without altering his planned 
reliance on the control. This is the 
tolerable rate. In assessing the tol-
erable rate, the auditor should con-
sider the relationship of procedural 
deviations to (a) the accounting 
records being tested, (b) any re-
lated internal accounting control 
procedures, and (c) the purpose 
of the auditor's evaluation. For ex-
ample, if substantial reliance is to 
be placed on the control proce-
dures, he may decide that a toler-
able rate of 5 percent or possibly 
4
 For simplicity the remainder of this 
Statement will refer to only the rate of 
deviations. 
less would be reasonable; if less 
reliance is planned, the auditor 
may decide that a tolerable rate of 
10 percent is reasonable. 
37. In assessing the tolerable 
rate of deviations, the auditor 
should consider that, while devia-
tions from pertinent control pro-
cedures increase the risk of ma-
terial errors and irregularities in 
the accounting records, such devia-
tions do not necessarily result in 
errors or irregularities. For ex-
ample, a recorded disbursement 
that does not show evidence of re-
quired approval may nevertheless 
be a transaction that is properly 
authorized and recorded. Devia-
tions would result in errors or 
irregularities in the accounting 
records only if the deviations and 
the errors or irregularities occurred 
on the same transactions. Conse-
quently, deviations from pertinent 
control procedures of a given rate 
ordinarily would be expected to 
result in errors or irregularities at 
a lower rate. 
38. In some situations, an in-
ternal accounting control objective 
may be achieved by a combination 
of procedures. If a combination of 
two or more control procedures is 
necessary to achieve an internal 
accounting control objective, those 
control procedures should be re-
garded as a single procedure, and 
deviations from any procedure in 
the combination should be evalu-
ated on that basis. If both control 
procedures are designed to achieve 
the objective individually, the sig-
nificance of compliance deviations 
from a control procedure on which 
the auditor intends to rely is 
affected by the potential effective-
ness of the related control proce-
dure. 
39. Samples taken for compli-
ance tests are intended to provide 
a basis for the auditor to conclude 
whether internal accounting con-
trol procedures are being applied 
as prescribed. Because the compli-
ance test is the primary source of 
evidence of whether the procedure 
is being applied as prescribed, the 
auditor should allow for a low level 
of risk of overreliance whether he 
is using nonstatistical or statistical 
sampling. Auditors using statistical 
sampling may find it useful to spe-
cify the risk of overreliance on in-
ternal accounting controls at, for 
example, 5 percent or 10 percent. 
40. To determine the number of 
items to be selected for a particular 
sample for a compliance test, the 
auditor should consider the toler-
able rate of deviation from the con-
trol(s) being tested, based on the 
planned degree of reliance, the 
likely rate of deviations, and the 
allowable risk of overreliance on 
internal accounting controls. An 
auditor using nonstatistical or sta-
tistical sampling applies profes-
sional judgment to relate these 
factors and to determine the ap-
propriate sample size. For statisti-
cal sampling, the auditor uses sta-
tistical theory to assist him in mak-
ing that determination. 
Sample Selection 
41. Sample items should be se-
lected in such a way that the sam-
ple can be expected to be repre-
sentative of the population. There-
fore, all items in the population 
should have an opportunity to be 
selected. Random-based selection 
of items represents one means of 
obtaining such samples. Ideally, 
the auditor should use a selection 
method that has the potential for 
selecting items from the entire 
period under audit. SAS No. 1, 
section 320.61, provides guidance 
applicable to the auditor's use of 
sampling during interim work. 
Performance and Evaluation 
42. Auditing procedures that 
are appropriate to achieve the ob-
jective of the compliance test 
should be applied to each sample 
item. If the auditor is not able to 
apply the planned audit procedures 
or appropriate alternative proce-
dures to selected items, he should 
consider the reasons for this limita-
tion, and he should ordinarily con-
sider those selected items to be 
deviations from the procedures for 
the purpose of evaluating the 
sample. 
10 E X P O S U R E D R A F T 
43. The deviation rate in the 
sample is the auditor's best esti-
mate of the deviation rate in the 
population from which it was se-
lected. If the estimated deviation 
rate is less than the tolerable rate 
for the population, the auditor 
should consider the risk that such 
a result might be obtained even 
though the deviation rate for the 
population exceeds the tolerable 
rate for the population. For ex-
ample, if the tolerable rate for a 
population is 5 percent and no de-
viations are found in a sample 
of 60 items, the auditor may con-
clude that there is an acceptably 
low sampling risk that the devia-
tion rate in the population exceeds 
the tolerable rate of 5 percent. On 
the other hand, if the sample in-
cludes, for example, two or more 
deviations, the auditor may con-
clude that there is an unacceptably 
high sampling risk that the rate of 
deviations in the population ex-
ceeds the tolerable rate of 5 per-
cent. An auditor who uses non-
statistical or statistical sampling 
applies professional judgment in 
making such an evaluation. For 
statistical sampling, the auditor 
uses statistical theory to assist him 
in making that judgment. 
44. In addition to the evalua-
tion of the frequency of deviations 
from pertinent procedures, consid-
eration should be given to the 
qualitative aspects of the devia-
tions. These include (a) the na-
ture and cause of the deviations, 
such as whether they are errors or 
irregularities or are due to mis-
understanding of instructions or to 
careless compliance, and (b) the 
possible relationship of the devia-
tions to other phases of the audit. 
The discovery of an irregularity 
ordinarily requires a broader con-
sideration of possible implications 
than does the discovery of an error. 
45. Whether nonstatistical or 
statistical sampling is used, if the 
auditor concludes that the sample 
results do not support the planned 
degree of reliance on the control 
procedure, planned substantive 
tests should be altered. 
DUAL-PURPOSE SAMPLES 
46. In some circumstances the 
auditor may design a sample that 
has dual purposes: testing compli-
ance with a control procedure that 
provides documentary evidence of 
performance and testing whether 
the recorded monetary amount of 
transactions is correct. In general, 
an auditor planning to use a dual-
purpose sample would have made 
a preliminary assessment that there 
is an acceptably small risk that the 
rate of compliance deviations in 
the population exceeds the toler-
able rate. For example, an auditor 
designing a compliance test of a 
control procedure over entries in 
the voucher register may plan a 
related substantive test at a risk 
level that anticipates reliance on 
that internal accounting control. 
The size of a sample designed for 
dual purposes should be the larger 
of the samples that would other-
wise have been designed for the 
two separate purposes. In evalu-
ating such tests, deviations from 
pertinent procedures and monetary 
errors should be evaluated sepa-
rately using the risk level appli-
cable for the respective purposes. 
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APPENDIX 
RELATING THE RISK OF INCORRECT ACCEPTANCE FOR A SUBSTANTIVE TEST OF DETAILS 
TO OTHER SOURCES OF AUDIT RELIANCE 
Al. Ultimate risk, with respect 
to a particular account balance or 
class of transactions, is the risk that 
there is a monetary error equal to or 
greater than tolerable error in the 
balance or class, which the auditor 
fails to detect. The auditor uses 
his professional judgment to deter-
mine the acceptable ultimate risk 
for a particular examination after 
he considers such factors as the risk 
of material misstatement in the fi-
nancial statements, the cost to re-
duce the risk, and the effect of the 
potential misstatement on the use 
and understanding of the financial 
statements. 
A2. An auditor relies on the in-
ternal accounting controls, analyti-
cal review procedures, and sub-
stantive tests of details in whatever 
combination he believes adequately 
controls ultimate risk. However, 
the second standard of field work 
does not contemplate that the audi-
tor will place complete reliance on 
internal accounting control to the 
exclusion of other auditing proce-
dures with respect to material 
amounts in the financial statements. 
A3. The sufficiency of audit 
sample sizes, whether nonstatistical 
or statistical, is influenced by sev-
eral factors. Table 1 illustrates how 
several of these factors may affect 
sample sizes for a substantive test 
of details. Factors a and b in table 
1 should be considered together 
(see paragraph 8). For example, 
weak internal accounting controls 
and the absence of other substan-
tive audit tests related to the same 
audit objective ordinarily require 
larger sample sizes for related sub-
stantive tests of details than if there 
were other sources of reliance. Al-
ternatively, strong internal account-
ing controls in combination with 
highly effective analytical review 
procedures and other relevant sub-
stantive tests may lead the auditor 
to conclude that the sample, if any, 
needed for an additional test of 
details can be small. 
A4. The following model ex-
presses the general relationship of 
the risks associated with the audi-
tor's evaluation of internal account-
ing controls, substantive tests of 
details, and analytical review pro-
cedures. The model is not intended 
to be used as a mathematical for-
mula including all factors that may 
influence the determination of in-
dividual risk components; however, 
some auditors find such a model to 
be useful. 
R = IC X AR X TD 
TD = R / (IC X AR) 
R = The allowable ultimate 
risk that monetary errors 
equal to tolerable error 
might remain undetected 
in the account or class 
after the auditor has com-
pleted all audit proce-
dures deemed necessary.1 
IC = The auditor's assessment 
of the risk that, given that 
errors equal to tolerable 
error have occurred, the 
system of internal account-
ing control would fail to 
detect it. The auditor 
would assign this risk 
after evaluating the sys-
tem and testing compli-
ance with control proce-
dures on which he intends 
to rely in establishing the 
scope of the substantive 
test of details.2 
1
 For purposes of this Appendix, the non-
sampling risk aspect of ultimate risk is 
assumed to be negligible, based on the 
level of quality controls in effect. 
2
 The risk that monetary errors equal to 
or exceeding tolerable error would have 
occurred in the absence of internal ac-
counting controls related to the account 
or class under audit is difficult and po-
tentially costly to quantify. For this 
reason it is implicitly set conservatively 
at one, although audit experience indi-
cates clearly that it is substantially 
lower. Accordingly, it is not a factor 
in the relationship expressed above. 
Therefore, the actual risk will ordinarily 
be less than R. 
AR = The auditor's assessment 
of the risk that analytical 
review and other relevant 
auditing procedures would 
fail to detect errors equal 
to tolerable error, given 
that such errors have oc-
curred and were not de-
tected by the system of 
internal accounting con-
trol. 
TD = The allowable risk of in-
correct acceptance for the 
substantive test of details. 
A5. The auditor planning a sta-
tistical sample can use the relation-
ship in paragraph A4 to assist in de-
termining his allowable risk of in-
correct acceptance for a specific 
substantive test of details. To do 
so, he selects an acceptable ulti-
mate risk (R) and subjectively 
quantifies the judgment risks IC 
and AR. Some levels of these risks 
are implicit in evaluating audit 
evidence and reaching conclusions. 
Auditors using the relationship pre-
fer to evaluate these judgment risks 
explicitly. 
A6. The relationships among 
these independent risks are illu-
strated in table 2. In table 2 it is 
assumed, for illustrative purposes, 
that the auditor has chosen an ulti-
mate risk of 5 percent. Table 2 in-
corporates the premise that no sys-
tem of internal accounting controls 
can be expected to be completely 
effective in detecting aggregate er-
rors equal to tolerable error that 
might occur (see SAS No. 1, section 
320.34). The table also illustrates 
the fact that the risk level for sub-
stantive tests for particular classes 
of transactions or balances is not an 
isolated decision. Rather, it is a 
direct consequence of the auditor's 
evaluation of reliance on internal 
accounting control and analytical 
review procedures, and it cannot be 
properly considered out of this 
context. 
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TABLE I 
Factors Influencing Sample Sizes for a 
Substantive Test of Details in Sample Planning 
Factor 
Conditions leading to 
Smaller sample size Larger sample size 
a. Reliance on internal ac-
counting controls. 
b. Reliance on other sub-
stantive audit tests related 
to same account or class 
(including other planned 
tests of detail and analyti-
cal review procedures). 
c. Measure of tolerable error 
for a specific account. 
d. Expected size and fre-
quency of errors. 
e. Number of items in popu-
lation. 
Greater reliance on 
internal accounting 
controls. 
Other, more effective 
substantive tests. 
Larger measure of 
tolerable error. 
Lesser reliance on 
internal accounting 
controls. 
Less effective (or no) 
other substantive tests. 
Smaller measure of 
tolerable error. 
Smaller error and/ or Larger error or higher 
lower frequency. frequency. 
Virtually no effect on sample size unless population 
is very small. 
Related factor for 
substantive sample 
planning 
Allowable risk of incor-
rect acceptance. 
Allowable risk of incor-
rect acceptance. 
Tolerable error. 
Assessment of population 
characteristics. 
TABLE 2 
Allowable Risk of Incorrect Acceptance (TD) 
for Various Assessments of IC and AR for R = .05 
Auditor's subjective assessment of risk that internal 
accounting control might fail to detect aggregate 
errors equal to tolerable error. 
Auditor's subjective assessment of risk that analyti-
cal review procedures or other related substantive 
























*The allowable level of R of 5 percent exceeds the product of IC and AR, and, thus, the planned sub-
stantive test of details may not be necessary. 
Note: Table entries for TD are computed from the illustrative model; TD equals R/ (IC X AR) 
IC = .30 and AR = .30, TD = .05/ (.30 X .30) or .55 (equals 55%). 
For example, for 
